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ISSUES PAPER 2/26/79  on 
PERSONAL FINANCIAL STATEMENTS 
Introduction 
1. Personal financial statements are prepared for individuals 
who may wish to use them as a formal means of organizing their 
financial affairs in general or for specific purposes, such as 
income tax planning, retirement planning, or gift and estate 
planning. Personal financial statements may be used by others 
in determining whether to extend credit or for other reasons. 
Their use in considering the financial affairs of candidates 
for public office and public officials has been increasing due 
to the public's desire for open government. Personal financial 
statements may be prepared for an individual, a husband and a 
wife, or a larger family group. 
2. The users of personal financial statements need to know 
information about the assets currently owned by the reporting 
entity and the reporting entity's liabilities and how they are 
collateralized. In addition, users may require information about 
the reporting entity's sources and nature of income and expendi-
tures and changes in assets and liabilities, 
3. Guidance for the preparation of personal financial statements 
is currently given in the AICPA Industry Audit Guide (guide), 
Audits of Personal Financial Statements, issued in 1968. The 
basic personal financial statement recommended by the guide is a 
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2. The users of personal financial statements need to know 
information about the assets currently owned by the reporting 
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the reporting entity's sources and nature of income and expendi-
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3. Guidance for the preparation of personal financial statements 
is currently given in the AICPA Industry Audit Guide (guide), 
Audits of Personal Financial Statements, issued in 1963. The 
basic personal financial statement recommended by the guide is a 
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"Statement of Assets and Liabilities" that presents as of a 
specified date the reporting entity's assets and liabilities, 
A statement of changes in net assets is recommended in the guide, 
although such a statement is not required. 
4. The guide requires that historical cost be the primary basis 
of presenting assets in personal financial statement by analogy 
with financial statements of business enterprises. The guide 
states that 
the form and content of financial statements presenting 
assets and liabilities of individuals have not been given 
as much attention by the accounting profession as those 
for commercial enterprises. To achieve a desirable 
degree of uniformity and provide meaningful information, 
the Committee believes that financial statements for 
individuals should be prepared on a cost basis in 
conformity with generally accepted accounting principles.1 
The guide also states that the disparity between cost: and estimated 
values, "creates a need for a clear presentation of estimated 
values." For this reason, the guide recommends that supplemental 
current value information for all assets and liabilities be pre-
sented on the face of the financial statements but it does not 
indicate that such information is essential or required. The 
Accounting Standards Executive Committee believes that the 
measurement basis used for personal financial statements should 
be reevaluated to determine that such statements are based on 
users' needs rather than simply by analogy with the needs of 
users of financial statements prepared for business enterprises. 
1 




5. The basic issue is: What should be the measurement basis for 
personal financial statements? The focus of the financial state-
ments of business enterprises is generally agreed to be the 
determination and presentation of income, with the use of histor-
ical cost as the cornerstone of present generally accepted 
accounting principles underlying those financial statements. As 
indicated above, historical cost has been the primary basis of 
presenting assets in personal financial statements by analogy 
with financial statements of business enterprises, but questions 
have been raised concerning the adequacy of that basis for the 
uses to which personal financial statements are put. 
Arguments for Retaining Historical Costs 
6. Some believe that the historical cost basis should be 
retained as the primary measurement basis for personal financial 
statements for the reasons that follow. Some believe that the 
use of historical cost in personal financial statements is 
necessary to insure their continued interperiod comparability. 
In addition, users are accustomed to financial statements prepared 
on the historical cost basis. The use of another measurement 
basis may tend to confuse users. Individuals often maintain 
a record of their affairs using historical costs when it is the 
basis for tax purposes and therefore such information is held 
to be more easily obtainable for use in the statements. In 
addition, the cost of obtaining current value information is 
held to sometimes be too great to warrant its use in personal 
financial statements. Some believe that closely held businesses 
and individuals are perceived by credit grantors to be similar 
entities, and the historical cost basis of accounting is supported 
as a basis for personal financial statements by analogy with the 
current use by creditors of statements of financial position of 
closely held businesses prepared on a historical cost basis, Many 
believe that the determination of current value data is not always 
possible for many types of assets and that the attempt to do so 
lends itself to the presentation of misleading information. 
Arguments for Changing to Current Value 
7. Others believe that the most meaningful measurement that can 
be made for personal financial statements is one based on the use 
of current values. They believe that in contrast with business 
enterprises, for which the income statement is the most important 
financial statement, the statement of assets and liabilities is 
usually the most important personal financial statement. Therefore, 
historical cost is not necessary in personal financial statements 
as a cornerstone for the measurement of income. 
3. Others believe that since individuals use their own financial 
statements in planning their affairs, they need to know the current 
value of assets at their disposal and the amount of their debts. 
Also, the historical cost basis is not emphasized by credit 
grantors and other users of personal financial statements. Credit 
grantors use the current values of assets and liabilities to assess 
the credit worthiness of a potential borrower and base lending 
decisions on the current value rather than on the historical cost 
of collateral. Many banks use credit applications for loans or 
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other personal credit that request current value information 
only. 
9. Some believe that the use of current value as the primary 
measurement basis for personal financial statements would facil-
itate their preparation since individuals often do not maintain 
adequate books and records reflecting historical cost: and re-
construction of those records is either impossible or costly. 
They believe that once determined, historical costs are often 
not meaningful, especially if they are presented without 
corresponding current values. 
Related Issues 
10. There are a number of related issues that should be con-
sidered by the FASB in addressing the principles underlying the 
preparation of personal financial statements. Examples are: 
• Should a supplemental measurement basis be 
required to augment the primary basis selected? 
If so, when should such information be required 
and where should it be presented? 
• Since existing authoritative literature is 
primarily cost basis oriented, how should it 
be applied to personal financial statements 
prepared on a current value basis? 
• There are a number of implementation issues that 
would require consideration to implement a change 
to current value as the primary measurement basis. 
The Accounting Standards Executive Committee would be pleased to 
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provide more information about these and other related issues 
if the FASB decides to add the project to its technical agenda. 
* * *  * * * 
Advisory Conclusions 
11. The Accounting Standards Executive Committee prefers the 
use of a current value approach as the primary measurement 
basis in the preparation of personal financial statements by a 
margin of 11 to 3. 
